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such machines in foreign countries. N fur-
nishes services which are related and sub-
sidiary to its sale and lease of those ma-
chines. N also acts as a commission agent in
foreign countries for Z, an unrelated sup-
plier, with respect to Z’s sale of products. N
receives dividends on stock owned by it, in-
terest on loans, and proceeds from sales of
business assets located outside the United
States resulting in recognized gains and
losses. N’s gross receipts for 1985 are $3,550,
computed on the basis of the additional facts
assumed in the table below:

N’s sales receipts for machines man-
ufactured by M (without reduction
for cost of goods sold and selling
expenses) ....................................... $1,500

N’s lease receipts for machines man-
ufactured by M (without reduction
for depreciation and leasing ex-
penses) .......................................... 500

N’s gross income from related and
subsidiary services for machines
manufactured by M (without re-
duction for service expenses) ........ 400

N’s sales receipts for products man-
ufactured by Z (without reduction
for Z’s cost of goods sold, commis-
sions on sales and commission
sales expenses) .............................. 550

Dividends received by N ................... 150
Interest received by N ..................... 200
Proceeds received by N representing

recognized gain (but not losses)
for sales of business assets located
outside the United States ............. 250

N’s gross receipts ............................. 3,550

[T.D. 8126, 52 FR 6464, Mar. 3, 1987]

§ 1.927(d)–1 Other definitions.
(a) Carrying Charges.
Q–1. Under what circumstances is the

sales price of property or services sold
by a FSC or a related supplier consid-
ered to include carrying charges as de-
fined in subdivision (ii)(B)(1) of Q&A–9
of § 1.921–2?

A–1. (i) The proceeds received from a
sale of export property by a FSC or a
related supplier (or the amount paid
for services rendered or from rental of
export property) may include carrying
charges if any part of the sale proceeds
(or service or rental payment) is paid
after the end of the normal payment
period. If the export property is sold or
leased by, or if the services are ren-
dered by, the FSC, the entire carrying
charges amount as determined in Q&A–
2 of this section will be the income of

the FSC. If, however, the FSC is the
commission agent of a related supplier
on these transactions, the carrying
charges amount so determined is in-
come of the related supplier. The com-
mission payable to the FSC will be
computed by reducing the related sup-
plier’s gross receipts from the trans-
action by the amount of the carrying
charges. No carrying charges will be
assessed on the commissions paid by
the related supplier to the FSC. The
carrying charges provisions, likewise,
do not apply to any other transaction
that does not give rise to foreign trad-
ing gross receipts.

(ii) The normal payment period for a
sale transaction is 60 days from the
earlier of date of sale or date of ex-
change of property under the contract.
For this purpose, the date of sale will
be the date the sale is recorded on the
seller’s books of account under its nor-
mal accounting method. The date the
transaction was recorded on the sell-
er’s books of account shall be dis-
regarded if recording is delayed in
order to delay the start of the normal
payment period. In these cir-
cumstances, the earlier of the date of
the contract or date of exchange of
property will be deemed the date of
sale. For related and subsidiary serv-
ices that are not separately stated
from the sale or lease transaction, the
earlier of the date of the sale or date
the export property is delivered to the
purchaser is the applicable date. For
related and subsidiary services which
are separately stated from the sale or
lease transaction and for other serv-
ices, such as engineering and architec-
tural services, the normal payment pe-
riod is 60 days from the earlier of the
date payment is due for the services or
the date services under the contract
are completed. The date of completion
of a services contract is the date of
final approval of the services by the re-
cipient. With regard to transactions in-
volving the lease or rental of export
property, the normal payment period
will begin on the date the rental pay-
ment is due under the lease. The date
the normal payment period begins
under this subdivision (ii) will be the
same whether or not the transaction is
with a related person.
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(iii) The carrying charges are com-
puted for the period beginning with the
first day after the end of the normal
payment period and ending with the
date of payment. A FSC may elect at
any time prior to the close of the stat-
ute of limitations of section 6501(a) for
the FSC taxable year to treat the final
date of payment stated in the contract
as the date of payment if—

(A) The contracts for all transactions
completed during the taxable year re-
quire that payment be received within
the normal payment period,

(B) No more than 20% of transactions
for which final payment is received in
the taxable year involve payment after
the end of the normal payment period.
For FSC taxable years beginning after
March 3, 1987, the 20% test will apply
only to the dollar value of the trans-
actions and not to the number of trans-
actions. For prior taxable years, the
20% test will apply to either the dollar
value of the transactions or to the
number of transactions. The special
grouping rules applicable to determina-
tion of the FSC’s profit under the ad-
ministrative pricing rules of section 925
may be applied to this elective provi-
sion. Accordingly, transactions may be
grouped into product or product-line
groupings to determine whether 20% or
less of the dollar value (or number of
transactions, if applicable) of the
grouped transactions involve payment
after the end of the normal payment
period.

Q–2. How are carrying charges as de-
fined in subdivision (ii)(B)(1) of Q&A 9
of § 1.921–9 computed?

A–2. If carrying charges as defined in
subdivision (ii)(B)(1) of Q&A 9 of § 1.921–
9 are considered to be included in the
sale price of property income or rental
payment services, the amount of the
carrying charges is equal to the
amount in subdivision (i) of this an-
swer if the contract provides for stated
interest or the amount in subdivisions
(ii) or (iii) of this answer, whichever is
applicable, if the contract does not so
provide.

(i) If a contract provides for stated
interest beginning on the day after the
end of the normal payment period, car-
rying charges will accrue only if the
stated interest rate is less than the
short-term, monthly Federal rate as of

the day after the end of normal pay-
ment period and then only to the ex-
tent the stated interest is less than the
short-term, monthly Federal rate. The
short-term, monthly Federal rate is
that rate as determined for purposes of
section 1274(d) and which is published
in the Internal Revenue Bulletin. Car-
rying charges will not accrue, however,
unless payments are made after the
end of the normal payment period.

(ii) If a contract for a transaction
does not provide for stated interest,
and if the taxpayer does not elect the
method described in subdivision (iii) of
this answer, the amount of carrying
charges is equal to the excess of—

(A) The amount of the sales price of
property, services income or rental
payment that is unpaid on the day
after the end of the normal payment
period, over

(B) The present value, as of the day
after the end of the normal payment
period, of all payments that are re-
quired to be made under the contract
and that are unpaid on the day after
the end of the normal payment period.
The amount of the sales price of prop-
erty, service income or rental payment
is the amount under the contract
whether it be the sales price, amount
paid for services or the rental amount
determined as of the actual payment
date unless a FSC makes the election
provided under subdivision (iii) of Q&A
1. If a FSC makes the election provided
under subdivision (III) of Q&A 1, the
amount of the sales price is the sales
price, services income or rental pay-
ment under the contract determined as
of the final payment date stated in the
contract. All payments that are re-
quired to be made under the contract
include the stated sales price, services
income or rental payment as well as
stated amounts of interest and car-
rying charges. The discount rate for
the present value computation is sim-
ple interest at the short-term monthly
Federal rate published in the Internal
Revenue Bulletin, determined as of the
day after the end of the normal pay-
ment period. The present value of a
payment is calculated as follows:

P S
i t

=
+ ×

1

1( ( ))
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P=present value of a payment that is re-
quired and unpaid after the end of the
normal payment period

S=amount of a payment that is required and
unpaid after the end of the normal pay-
ment period

i=the short-term monthly Federal rate
t=the number of days after the end of the

normal payment period and before date
of payment divided by 365.

If a sale is made, or if services are com-
pleted, or if rent is due under a lease in
a taxable year and the required date of
payment is in a later taxable year, car-
rying charges for the first taxable year
are computed for the number of days
after the end of the normal payment
period and before the end of the taxable
year. For the following taxable year,
carrying charges are computed for the
number of days after the beginning of
the taxable year and before the date of
payment.

(iii) At the election of the taxpayer,
the amount of carrying charges may be
determined under the method described
in this subdivision (iii). If the taxpayer
elects this method, it must be used for
all applicable transactions within the
taxable year of the FSC. If this op-
tional method is used, the computation
of carrying charges must be made sepa-
rately for transactions involving re-
lated persons and for those trans-
actions involving unrelated persons. In
addition, the computation of carrying
charges must be made separately for
each of the five types of income of the
FSC (or of the related supplier if the
related supplier is the principal on the
transaction) listed in subparagraph (1)
through (5) of section 924(a). These
groupings are separate and distinct
from the groupings that are established
for purposes of determining the FSC’s
profit on the export transactions. The
optional method allowed in this sub-
division provides that the amount of
carrying charges for a taxable year of a
FSC (or related supplier if the related
supplier is the principal on the export
transaction) is computed using the av-
erage of receivables of unrelated per-
sons (or of related persons) and the av-
erage time those receivables are out-
standing. Receivables are included in
this computation only if they are from
transactions on which foreign trading
gross receipts, as defined in section
924(a), are received by the FSC (or

which are received by a related sup-
plier of a FSC and which would have
been foreign trading gross receipts had
they been received by the FSC). Car-
rying charges are calculated under this
method as follows:

CC=(AR) (I/365) (X) (Y)
CC=Carrying charges
AR=Average monthly receivables balance for

the taxable year
I=The average short-term, monthly Federal

rate for the year
X=The number of times receivables turn over

in the year
Y=The number of days the average receiv-

ables are outstanding over 60 days.

This optional method is illustrated in
Example 5 in subdivision (v) of this an-
swer.

(iv) The computation of carrying
charges under this answer 2 applies
only to the determination of carrying
charges under subdivision (ii)(B)(1) of
Q&A 9 of § 1.921–2 and does not apply to
the determination of any other
unstated interest or for any other pur-
pose.

(v) The following examples illustrate
the computation of carrying charges
under this section:

Example 1. On January 1, 1985, a FSC sells
export property for $10,000. The export prop-
erty is delivered to the purchaser on January
10, 1985. The terms of the contract require
payment within 90 days after sale. The nor-
mal payment period is 60 days. The FSC does
not make an election under subdivision (iii)
of Q&A. The contract does not require the
payment of any interest or carrying charges.
The purchaser pays the entire sales price on
March 1, 1985. The sales price is not consid-
ered to include any carrying charges because
the purchase paid the entire sales price with-
in the normal payment period.

Example 2. The facts are the same as in ex-
ample 1 except that the purchaser pays the
entire sales price on April 6, 1985, 96 days
after the earlier of the date of sale or date of
delivery (i.e., January 1, 1985). Therefore, the
sales price is considered to include carrying
charges computed as follows:

Step 1: Determines the short-term monthly
Federal rate as of the earlier of date of sale
or date of delivery. For purposes of this ex-
ample, the rate is 10%.

Step 2: Determine the fraction of the year
represented by the number of days after 60
days and before date of payment. In this ex-
ample, the number of days beyond 60 is 96–
60=36, which is divided by 365
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36

365
099

days

days
fraction of the year=.

Step. 3: Using the short-term monthly Fed-
eral rate and the fraction of the year, com-
pute the present value of the payment.

P S
i t

=
+ ×( )( )

1

1

P =
+( )( )$10,

.
000

1

1 10 099

P=$10,000 (.99)
P=$9,900

Step 4: Using the present value of all pay-
ments, compute the carrying charges.

Carrying Charges=Sales Price less Present
Value.

$10, Pr
,900 Pr

$100 arg

000
9

Sales ice
esent Value

Carrying ch es
−

Example 3. On October 15, 1985, F, a FSC,
leases export property to X for one month
with a total rental due of $20,000. Under the
terms of the lease, A agreed to pay F $10,000
on October 15, 1985, and the remaining $10,000
on January 15, 1986. The contract does not
require the payment of any interest or car-
rying charges. The second $10,000 payment is
made on January 3, 1986. This payment does
not include any carrying charges because X
paid the $10,000 before the start of the nor-
mal payment period.

Example 4. On October 15, 1985, F, a FSC,
leases export property to X, for one month
with a total amount due under the lease of
$10,000, payable on October 15, 1985. X delays
payment until January 19, 1986, which was 96
days after the start of the normal payment
period. The 60 day normal payment period
terminated on December 14, 1985. Therefore,
the lease payment is considered to include
carrying charges of $100 computed in the
same manner as in Example 2. Of this $100, 17/
36, or $47.22, is carrying charges for 1985 (i.e.,
17 days in December), and 19/36, or $52.78, is
carrying charges for 1986.

Example 5. During 1986, F, a FSC, sold on
account export properties A and B to related
and unrelated persons.

(A) Unrelated persons. During 1986, the sales
on account to unrelated persons totaled
$6,000. On the last day of each of the months
of 1986, F had total receivables from unre-
lated persons from sales of export properties
A and B, as follows:

January 31 ......................................... $1,400
February 28 ....................................... 1,400

March 31 ............................................ 1,000
April 30 .............................................. 1,000
May 31 ............................................... 1,200
June 30 ............................................... 1,300
July 31 ............................................... 1,000
August 31 ........................................... 1,300
September 30 ..................................... 1,500
October 31 .......................................... 1,100
November 30 ...................................... 1,200
December 31 ....................................... 1,000

14,400

Carrying charges for 1986 with unrelated per-
sons under the optional method of subdivi-
sion (iii) of this answer will be $19.23, com-
puted as follows:

Step 1: Determine the average short-term,
monthly Federal rate for the year. For pur-
poses of this example, the rate is assumed to
be 9%.

Step 2: Determine the average receivables
for the year. This average is calculated by
totaling the end of the month receivables
balance of each month of the year and divid-
ing by twelve. In this example, the average
monthly receivables balance is $1,200, cal-
culated as follows:

$1,200=$14,400/12

Step 3: Determine the number of times the
receivables turn over during the year. This is
calculated by dividing the sales on account
for the year by the average monthly receiv-
ables balance for the year. For purposes of
this example, receivables turned over 5 times
for 1986, computed as follows:

5
000= $6,

$1,200
Step 4: Determine the number of days the

average receivables are outstanding in ex-
cess of 60 days. In this example, there are 13
receivable days in excess of 60 days, com-
puted as follows:

13
365

5
60days days= 



 −

Step 5: The amount of carrying charges,
$19.23, is calculated by using the following
equation:
CC=(AR) (I/365) (X)(Y)
CC=Carrying charges
AR=Average monthly receivables balance for

the taxable year (step 2)
I=The average short-term monthly Federal

rate for the year (step 1)
X=The number of times receivables turn over

in the year (step 3)
Y=The number of days the average receiv-

ables are outstanding over 60 days (step 4).
CC=$19.23=($1,200) (.09/365) (5) (13)
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(B) Related persons. Carrying charges, if
any, on the sales on account to related per-
sons must be computed separately using this
optional method.

Q–3. Is a discount from the sales price of
property or services for prompt payment
considered to be stated carrying charges as
defined in subdivision (ii)(A) of Q&A 9 of
§ 1.921–2?

A–3. No.
Q–4. Is the receipt of an arm’s length fac-

toring payment from an unrelated person
considered a payment of the sales proceeds
for purposes of determining whether pay-
ment is made within the normal payment pe-
riod and the possible imposition of carrying
charges?

A–4. Yes.

[T.D. 8127, 52 FR 6473, Mar. 3, 1987]

§ 1.927(d)–2T Temporary regulations;
definitions and special rules relat-
ing to Foreign Sales Corporation.

(a) Definition of related supplier. For
purposes of sections 921 through 927 and
the regulations under those sections,
the term ‘‘related supplier’’ means a
related party which directly supplies to
a FSC any property or services which
the FSC disposes of in a transaction
producing foreign trading gross re-
ceipts, or a related party which uses
the FSC as a commission agent in the
disposition of any property or services
producing foreign trading gross re-
ceipts. A FSC may have different re-
lated suppliers with respect to different
transactions. If, for example, X owns
all the stock of Y, a corporation, and of
F, a FSC, and X sells a product to Y
which is resold to F, only Y is the re-
lated supplier of F. If, however, X sells
directly to F and Y also sells directly
to F, then, as to the transactions in-
volving direct sales to F, each of X and
Y is a related supplier of F.

(b) Definition of related party. The
term ‘‘related party’’ means a person
which is owned or controlled directly
or indirectly by the same interests as
the FSC within the meaning of section
482 and § 1.482–1(a).

[T.D. 8126, 52 FR 6465, Mar. 3, 1987]

§ 1.927(e)–1 Special sourcing rule.
(a) Source rules for related persons—(1)

In general. The income of a person de-
scribed in section 482 from a sale of ex-
port property giving rise to foreign
trading gross receipts of a FSC that is

treated as from sources outside the
United States shall not exceed the
amount that would be treated as for-
eign source income earned by such per-
son if the pricing rule under section 994
that corresponds to the rule used under
section 925 with respect to such trans-
action applied to such transaction.
This special sourcing rule also applies
if the FSC is acting as a commission
agent for the related supplier with re-
spect to the transaction described in
the first sentence of this paragraph
(a)(1) that gives rise to foreign trading
gross receipts and the transfer pricing
rules of section 925 are used to deter-
mine the commission payable to the
FSC. No limitation results under this
section with respect to a transaction to
which the section 482 pricing rule
under section 925(a)(3) applies.

(2) Grouping of transactions. If, for
purposes of determining the FSC’s
profits under the administrative pric-
ing rules of sections 925(a) (1) and (2),
grouping of transactions under
§ 1.925(a)–1T(c)(8) was elected, the same
grouping shall be used for making the
determinations under the special
sourcing rule in this section.

(3) Corresponding DISC pricing rules—
(i) In general. For purposes of this sec-
tion—

(A) The DISC gross receipts pricing
rule of section 994(a)(1) corresponds to
the gross receipts pricing rule of sec-
tion 925(a)(1);

(B) The DISC combined taxable in-
come pricing rule of section 994(a)(2)
corresponds to the combined taxable
income pricing rule of section 925(a)(2);
and

(C) The DISC section 482 pricing rule
of section 994(a)(3) corresponds to the
section 482 pricing rule of section
925(a)(3).

(ii) Special rules. For purposes of this
section—

(A) The DISC pricing rules of section
994(a)(1) and (2) shall be determined
without regard to export promotion ex-
penses;

(B) Qualified export receipts under
section 994(a)(1) and

(2) Shall be deemed to be an amount
equal to the foreign trading gross re-
ceipts arising from the transaction;
and
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